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Office of Assistant Secretary for Housing, HUD § 201.22 

§ 201.22 Credit requirements for bor-
rowers. 

(a) Credit application and review. (1) 
Before making a loan insured under 
this part, the lender shall exercise pru-
dence and diligence to determine 
whether the borrower and any co- 
maker or co-signer is solvent and an 
acceptable credit risk, with a reason-
able ability to make payments on the 
loan obligation. All documentation 
supporting this determination and re-
lating to the lender’s review of the 
credit of the borrower and of any co- 
maker or co-signer shall be retained in 
the loan file. 

(2) The lender shall obtain a separate 
dated credit application on a HUD-ap-
proved form, executed by the borrower 
and any co-maker or co-signer under 
applicable criminal and civil penalties 
for fraud and misrepresentation, for 
each loan made. The lender shall verify 
that the borrower’s Social Security 
Number is valid, through such docu-
mentation as may be prescribed by the 
Secretary. 

(3) The lender shall conduct a credit 
investigation based on the credit appli-
cation, and shall obtain written 
verification of or otherwise document 
the current employment and current 
income of the borrower and any co- 
maker or co-signer. If the borrower or 
any co-maker or co-signer has changed 
employment within the past two years, 
the lender shall obtain written 
verification of or otherwise document 
the person’s prior employment and 
prior income during the two-year pe-
riod. If the borrower or any co-maker 
or co-signer was self-employed during 
any period of the previous two years, 
the lender shall obtain documentation 
of the person’s income during such pe-
riod of self-employment. 

(4) The lender shall also determine 
the total amount of the borrower’s ex-
isting and proposed title I loans to en-
sure that the loan amounts in § 201.10 
are not exceeded. 

(5) As part of its credit investigation, 
the lender shall obtain a consumer 
credit report stating the credit ac-
counts and payment history of the bor-
rower and of any co-maker or co-sign-
er. Subject to state or local law, the 
lender shall check with the inquirers 
concerning all credit inquiries reported 

within the previous 90 days to deter-
mine whether the borrower or the co- 
maker or co-signer has incurred debts 
not listed on the credit application. If 
a consumer credit report is not avail-
able or is incomplete, the loan file 
shall contain other documentation of 
the lender’s diligent investigation of 
the credit of the borrower or of the co- 
maker or co-signer. 

(6) If the consumer credit report does 
not contain the necessary information, 
the lender shall obtain written 
verification that the borrower is not 
over 30 days delinquent on any senior 
mortgages or deeds of trust on the 
property being improved with a prop-
erty improvement loan. 

(7) The lender shall verify, in such 
manner as the Secretary may pre-
scribe, whether the borrower is in de-
fault or a claim has been paid in con-
nection with any loan obligation owed 
to or insured or guaranteed by the Fed-
eral Government. 

(8) For any loan with a total prin-
cipal balance in excess of $5,000, the 
lender shall obtain written verification 
of the source of all funds of the bor-
rower required for the borrower’s ini-
tial payment, if such payment will be 
in excess of five percent of the loan. 

(9) Before making a final determina-
tion on the creditworthiness of the bor-
rower, the lender shall conduct a face- 
to-face or telephone interview with the 
borrower and any co-maker or co-sign-
er to resolve any discrepancies in the 
information on the credit application 
and to assure that the information is 
accurate and complete. 

(10) After a thorough credit inves-
tigation and in the absence of informa-
tion to the contrary, the lender may 
rely upon all statements of fact made 
by the borrower or any co-maker or co- 
signer in a credit application. 

(b) Income requirements. (1) For any 
Title I loan, the credit application and 
review must establish that the bor-
rower’s income will be adequate to 
meet the periodic payments required 
by the loan, as well as the borrower’s 
other housing expenses and recurring 
charges. For a borrower’s income to be 
considered adequate, housing expenses 
and total fixed expenses generally may 
not exceed maximum percentages of ef-
fective gross income established by the 
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Secretary. If these expense-to-income 
ratios are exceeded, the borrower’s in-
come may be considered adequate only 
if the lender determines and documents 
in the loan file the existence of com-
pensating factors concerning the bor-
rower’s creditworthiness that support 
approval of the loan. 

(2) In determining whether the bor-
rower’s income is adequate, the fol-
lowing definitions are applicable: 

(i) Effective gross income is defined as 
continuing income from all sources 
that is reasonably expected to be avail-
able during the first two years of the 
loan obligation, without any deduction 
for income taxes or other items. 

(ii) Total fixed expenses is the sum of 
the borrower’s housing expenses and 
other recurring charges. 

(iii) Housing expenses includes all 
payments for principal, interest, loan 
or mortgage insurance charges, ground 
rent or leasehold charges, real estate 
taxes, hazard insurance, and home-
owners association or condominium 
fees, but does not include utility costs. 

(iv) Other recurring charges include all 
payments on automobile loans, fur-
niture loans, student loans, install-
ment loans, revolving charge accounts, 
alimony or child support, and any 
other debt for which the obligation is 
expected to continue for six months or 
more. 

(c) Evidence of delinquency, default or 
misrepresentation. Except with the prior 
approval of the Secretary the lender 
shall not approve a loan if the lender 
has knowledge of any of the following 
circumstances: 

(1) The borrower is past due more 
than 30 days as to the payment of prin-
cipal or interest under the original 
terms of a loan obligation owed to or 
insured or guaranteed by the Federal 
Government, unless the debt has since 
been discharged or satisfied; or 

(2) The borrower has previously made 
material misstatements of fact on ap-
plications for loans or other assistance. 

(Approved by the Office of Management and 
Budget under control number 2502–0328) 

[50 FR 43523, Oct. 25, 1985, as amended at 51 
FR 32060, Sept. 9, 1986; 54 FR 10537, Mar. 14, 
1989; 56 FR 52431, Oct. 18, 1991; 57 FR 6480, 
Feb. 25, 1992; 61 FR 19797, May 2, 1996] 

§ 201.23 Borrower’s initial payment. 

(a) General requirement. The borrower 
shall be responsible for the payment in 
cash of any costs that will not be paid, 
or are not eligible to be paid, from the 
proceeds of the loan. Such costs pay-
able by the borrower may include any 
required downpayment, any discount 
points to be paid by the borrower to 
the lender, any other fees and charges 
that may not be financed, and any 
other costs in excess of the loan 
amount. No part of such costs payable 
by the borrower may be loaned, ad-
vanced, or paid to or for the benefit of 
the borrower by the dealer, the manu-
facturer, or any other party to the loan 
transaction. If the borrower obtains all 
or any part of such costs through a gift 
or a loan from some other source, the 
borrower must disclose the source of 
such gift or loan on the credit applica-
tion. Any such loan must be secured by 
property or collateral owned by the 
borrower independently of the property 
securing repayment of the Title I loan, 
unless the prior approval of the Sec-
retary is obtained for an exception to 
this requirement. The lender shall con-
sider any such loan obligation in per-
forming the credit investigation. Docu-
mentation of any initial payment shall 
be retained by the lender in the loan 
file. 

(b) Manufactured home purchase loans. 
In the case of a manufactured home 
purchase loan, the borrower shall make 
a minimum cash downpayment of at 
least five percent of the purchase price 
of the home. The borrower’s equity in 
an existing manufactured home and 
any movable appurtenances may be 
traded-in on a new home and accepted 
in lieu of full or partial cash downpay-
ment, but without any cash payment 
to the borrower. The existing manufac-
tured home being traded-in shall be 
clearly identified, and the borrower’s 
equity in the home shall be based upon 
the retail value of the home and appur-
tenances (as determined by a HUD-ap-
proved appraisal), less the total of all 
loans outstanding on the home and ap-
purtenances. 

(c) Manufactured home lot loans. In 
the case of a manufactured home lot 
loan, the borrower shall make a min-
imum cash downpayment of at least 
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